INTRODUCTION
In examining the implications of Britain's joining the Common Market, one is immediately struck by the fact that, even if no other changes were required in the United Kingdom, the alterations in the tax structure resulting from the impending entry would in themselves be sufficient to affect almost every aspect of Britain's industrial, commercial, and social life. To investigate the full impact of British entry in terms of taxation is, therefore, virtually impossible. However, the recent statement of the Chancellor of the Exchequer has given concrete expression to a number of the more immediate and important of the tax implications for Britain, at least as conceived by the present government, and these would appear to provide a logical and convenient point from which to begin such an examination.' Three of the items mentioned in the Chancellor's speech have particular and obvious relevance to Britain's joining the Common Market, and it is these three items which will be investigated in detail in this paper. They are the introduction of the value added tax (VAT), the reform of the corporation tax, and the creation of new policies to stimulate industrial development in certain areas of Great Britain.
I
Ti VALUE ADDED TAx A. The Proposed British VAT The European Communities Bill now before the U.K. Parliament makes it clear that, if it is enacted, Britain will be committed 'to adopting as law all of the obligations and liabilities existing under certain EEC treaties 2 in effect as of January 22, I972P and all of those which may come into being in the future as part of such treaties, provided such obligations as may be created will have legal effect without the need for further legislation. 4 Thus, insofar as a value tax is concerned, the United Kingdom, on enactment of the European Communities Bill, will be bound to introduce such a levy in accordance with the blue print established by the or distribution process. The tax will be collected from each of the traders as the goods or services are passed on. Because of the credit system, however, the tax will eventually fall entirely on the final purchaser. Just as the value of any goods or services represents, at the point of supply to the final consumer, the sum of all the individual values added by the various traders involved in making the goods available, so the final tax when paid by the consumer will represent the sum of all the taxes paid by successive traders during the course of production. As each trader will pay only the VAT attributable to his contribution to the final value of the goods or services, it does not matter how many stages there are in the process of creating the final product: for any given final value, the final tax will be the same. It is this last factor which constitutes the major difference between the VAT and the "cascade" form of turnover tax which was in effect in Germany prior to 1968. Under the latter system, the assessment was based on the gross value of the goods or services including the tax itself. Thus the tax was passed on to all customers in a cumulative amount, and the more stages involved in production of the final article, the larger the tax.
In his accounting and actual payment of the tax, the VAT trader will reconcile his liability on an overall basis, rather than as a per transaction entry. Whenever he buys a product or service to which the standard rate of value added tax applies, the trader will pay his supplier tax at the appropriate rate of ten per cent, and when he in turn supplies goods or services to his own customers, he will charge them tax at the same rate. At regular intervals he will make a return to the Customs and Excise authorities in which he will first add up all the tax he has paid to his trade suppliers in a particular period 2 (known as the "input tax")' 3 and then total all the tax he has charged to his own customers on sales in the same period (the "output tax").14 The difference between these two totals will then be paid over to the Customs and Excise. If the input tax is greater than the output tax because the trader is, for example, building up his inventories or making a major purchase of capital equipment, he will be entitled to a refund of tax from the authorities.
Although apparently straightforward, this method of accounting may raise cash problems for the trader. As the legislation is now drawn, the tax will be payable on each taxable transaction performed in a given accounting period and not on the receipts of payment for the transactions in that period.' 5 In service industries 15 The standard accounting period will be three months, with a month's grace for paying the quarter's net tax. VAT DRaAFr at 3, para. 16.
" VAT DRaFr d. 3.
14 Id.
1 5 Although the VAT Draft does not state this expressly, it may be implied from a number of its provisions, see, e.g., VAT DRAFr c. 30; id. schedule 3, § 4. The Green Paper on the VAT, supra note 6, makes it abundantly clear that liability arises on performance of a taxable transaction and not on receipt of payment for it, id. paras. 2.5 & 3.12. Indeed, as the legislation is now drawn, the tax pointthat is, the time at which the VAT is exigible-may occur even before the tax invoice is issued. See VAT DRAFT cl. 7(2). The importance of the invoice lies in the fact that its receipt is a prerequisite to the taxpayer's claiming any credit for the input tax. especially, where the output value may be high and the input comparatively low, the difficulties could be particularly acute." 6 Another problem which could arise under the system is that of bad debts. At the present time the legislation is silent on this particular issue, though it is known to have been considered by the draftsmen. The matter is one which could conceivably be dealt with in the future by regulation because section 30(4) of the draft law gives the Commissioners of Customs and Excise the power to make provision by regulation for the adjustment of accounts in cases where tax has been charged by reference to a consideration and the amount of the consideration is reduced or no consideration becomes payable. However, such indications as exist suggest that the Government is of the view that it should not be required to forfeit its own revenue because of the taxpayer's failure to assess the credit worthiness of its own customer and that, therefore, no adjustment in the VAT payable is warranted in respect of bad debts. 7 On the ancillary problem of trade discounts, however, the draft provides that a tax will be levied on the discounted value, that is, on the face amount of the invoice, less the discount.' 8 As previously stated, the structure of the British VAT envisages a dual system of reliefs from the tax, either by way of a straightforward elimination of liability to account for tax on performance of the transaction or, alternatively, by way of the so-called "zero rating." The difference between the two lies in the fact that a total exemption interrupts the operation of the credit mechanism which is inherent to the application of the VAT to the process of production and sale. While an exempt trader is free not to charge any tax to the person to whom he is supplying the goods or services, he is also precluded from taking credit for or reclaiming any input tax which he has paid in respect of the exempt goods or services. Unless he engages in other nonexempt transactions, the trader will lose the credit and will either have to bear the cost of the input tax himself or, as is more likely, recoup it through the prices he charges his own customers.-" A dealer in zero-rated goods and services is also free not to charge the VAT to his customers, but unlike the trader in the totally exempt transaction, he is free to take credit for or reclaim any input tax already paid to his own suppliers. A zero-rated transaction is really one which is technically within the tax, but, as its name implies, is subject to assessment at a zero rate. It is this latter mechanism which saves exports from the full impact of the VAT. The trader exporting goods and services is held to be engaged in a zero-rated transaction and it "e Advertising agencies may not be affected too much as newspaper advertisements will be exempt by zero rating. VAT DRAFr schedule 4, group 4. Lawyers, on the other hand, could be badly affected, since their services are not eligible for any exemption. With respect to advertising, however, it is interesting to note that in the Second Council Directive of April ii, x967, supra note 5, which sets out in detail the structure of the VAT to be adopted in the EEC, annex B specifically lists commercial advertising services as being compulsorily subject to tax. Id. art. 6(2); annex A, para. io; annex B, item 4. is this which enables him to reduce his selling price to the foreign customer by an amount at least equal to the VAT.
The draft legislation also proposes exempting small traders from the tax and from registration as a taxpayer. A small trader in this context is one whose turnover in taxable supplies of goods or services does not exceed C5,ooo a year. 20 Traders who fall within this class will not be required to keep VAT records or to account to the Customs and Excise. 2 Persons, including companies and partnerships, whose turnover in taxable supplies of goods or services, including zero-rated supplies, exceeds or is likely to exceed C5,ooo will be required to register with the Customs and Excise and to account for tax on their transactions.
Two other points are worth noting as regards Britain's impending value added tax. First, no exception or special provision is made for the acquisition or disposal of capital goods. The problem was apparently considered with some care, but it was felt that any advantages which special treatment might secure would be unlikely to justify the additional administrative complications which would be created2 Thus, when a capital asset is acquired by the trader, the input tax paid on it will be treated in the same way as any other input tax: it will create an immediate credit for the accounting period in which the tax invoice is received and will be eligible to offset an appropriate amount of output tax or be subject to refund by the Customs and Excise authorities. Similarly, when capital goods are disposed of, they will be treated like any other second-hand goods sold in the course of business: the value of the goods will be included in the total value of the trader's taxable sales for the period in question and the trader will be accountable to the Customs and Excise for the appropriate output tax. The second point of interest in the British VAT is the application of the tax to imports. According to the draft law, the payment of VAT in respect of imported goods will be treated in the same way as customs duty, except that the Commissioners of Customs and Excise will have power to make regulations allowing taxable persons to take delivery of imported goods and defer the payment of the ax chargeable.' Wholly taxable persons will be allowed to account for import value added tax by entering it in their ordinary output tax account and, at the same time, claiming an input tax deduction on the same amount. The effect of this will be to cancel out the two items in the return for the accounting period in question. However, when the imported goods are subsequently sold or disposed of, output tax will be chargeable and accounted for in the normal fashion. In this way the importer will be put on the same footing as regards the time of payment of the tax as the domestic trader dealing in the same type of goods. "Id. 28 The existence of these different principles regarding the international aspects of the VAT can, of course, result in double taxation. If the foreign engineering concern in the example previously cited were a British firm of consultants and all the work in planning the French factory were performed in the English office of this firm, the work would, prima fade, be subject to English VAT, notwithstanding that the services themselves would be utilized in France and thereby also subject to the French value added taxP 9 " C. G -The U.K. Treasury has been given power under the VAT Draft legislation to amend clause 8(4) either .generally or to deal with specific situations, and it is possible that it might be persuaded to exercise this
The proposed legislation makes no specific reference to patents and know-how, so that the question of tax liability in respect of royalties and fees paid to a U.S. licensor, for example, would have to be determined in accordance with the general principles discussed above. Thus, if secret information were supplied to a British user entirely from abroad, there should be no tax assessable on the fees paid to the foreign licensor because no services would have been supplied in the United Kingdom. The question of liability as regards royalties paid overseas by a British taxpayer for the use of a U.K. patent or registered trademark is, however, not so clear. Although the granting of the whole or any part of a right for consideration is a supply of services, 30 it only becomes a taxable supply of services if such services are supplied in the United Kingdom in the course of a business carried on by the supplier.' The draft legislation is silent as to what constitutes the carrying on of a business, though there is a well developed -body of income tax case law on this subject. However, in this particular instance, it is virtually impossible to conceive of the phrase being interpreted other than in a manner which would make such royalties liable 2 Despite the fact that the United Kingdom is committed to the adoption of a value added tax by i973, it is by no means impossible that Britain, like Italy and Belgium, will request a later deadline so as to permit an orderly transition. While a great deal of work has been done by the Customs and Excise authorities to prepare for the advent of the tax, comparatively little instruction has been given to the taxpayers who must actually cope with the tax and accompanying regulations. The continual reassurances issued by the Government as to the ease of administration and application of the tax must be viewed somewhat skeptically. It is middle management which will have to assume the day-to-day burden of dealing with this levy, and it is precisely this middle management which is lacking in experience and information as to how the tax will apply.
Apart from the administrative difficulties, there are, of course, the substantive problems which will arise and which to some extent are already apparent. Future Treasury regulations may well be able to deal with most of these, though some of them will undoubtedly require consultation with the European Commission itself. Even at this stage, with the U.K. legislation only in draft form, it is possible to see that drastic changes in the structure now contemplated may be required in order to satisfy the tax harmonization measures prescribed by the EEC. The European Commission has already indicated that it will present proposals for harmonization power in order to prevent the services being subject to double taxation. VAT Dpakr ci. 8(6). Although the services in this example would be zero rated because of their use abroad, this in itself would only serve to substitute the French rate of tax for the English rate. of the taxable base of the VAT to the European Council before January I, 1973 3 By the middle of 1973, the Commission also hopes to present its proposals for the first steps in harmonization of the actual tax rates. This will involve a reduction in the number of national tax rates, the establishment of a common list of goods and services subject to reduced rates of tax, and a partial harmonization of both the normal and reduced rates 3 4 Complete harmonization of all tax rates will not take place, however, until the last stage of the economic and monetary union of the Community.?
A. Britain's Choice of an Imputation System One of the interesting features of the Rome Treaty is that, although specifically mentioning the harmonization of indirect taxes, 36 it makes no corresponding reference to direct taxation. The authority for action in this particular area is derived from the general powers given to the Council under Article xoo It may very well be that this omission was not unintentional: the problems involved in harmonizing direct taxation of individuals and of corporations are, of course, immense. As the Neumark Report pointed out, " the system of direct taxation in force in each member state is an expression of the individual country's economic structure, tax morality, political ideology, and social, public health, and welfare 'I This expressly gives the Council authority to issue directions by unanimous vote approving proposals of the Commission for the approximation of legislation in the member countries which have a direct impact on the establishment or functioning of the EEC. policiesO 0 These differences cannot easily be ignored, reflecting as they do the material and cultural peculiarities of the members, and thus, irrespective of how desirable the harmonization of direct taxation' may be, 4 " it is unlikely that a comprehensive system will emerge in the near future 1 Despite the difficulties involved in developing a coherent policy as regards the approximation of the Community tax laws, certain trends in the field of corporate taxation are becoming discernable in the member states, though it is impossible to state with any conviction that these trends represent a considered overall approach to the problem. However, these developments obviously have implications for the United Kingdom and some of these have already manifested themselves.
In 1971 the U.K. Government announced its intention of reforming the structure of corporation tax in Great Britain so as to eliminate the economic double taxation of company profits distributed to investing shareholders which occurs under the so-called "classic system" presently obtaining both in the United Kingdom and the United States . 4 The two systems of taxation examined by the Government as possible alternatives were the two rate arrangement now in force in West Germany and the imputation system used in France. The two rate structure aims to reduce the aggregate tax burden on corporate profits by imposing corporation tax at a lower rate on dividends than on those profits retained in the company. Such dividends are then taxed as ordinary income when they reach the hands of the shareholders. Under the imputation system, on the other hand, corporate tax is imposed at the same rate on retained and distributed income. In order to reduce the economic double taxation on those company profits distributed to shareholders, part of the corporation tax attributable to those profits is credited against the personal tax liability of the shareholder receiving the distribution.
Of these two alternatives, the British Government originally favored the two rate system subject to suitable safeguards 3 The Government was not in favor, however, of returning to the arrangements in effect in the United Kingdom prior to 1965, which more or less achieved the desired result, since this could, in its view, lead to a serious distortion of investment in the United Kingdom. 4 ' See RyFoRm op CoRPoRATIoN TAx, supra note 42, at 3. The Government's objections to the pre-1965 system's distortion of U.K. investment is, of course, equally applicable to the Government's proposed imputation system with its minimum corporation tax charge.
Government in determining which system should be adopted, a Select Committee of the House of Commons was formed to consider this particular aspect of the proposed tax reform. The Committee heard evidence from various bodies and interested parties and, after due deliberation, concluded that the imputation system was the better one for the United Kingdom. As the Committee saw it:
The arguments in favor of the imputation system spring basically from this country's position as an international trader and investor. All whom Your Committee questioned agreed that the imputation system was preferable to the two rate system as a basis for the re-negotiation of double taxation agreements (which will be necessary whatever system is finally adopted) ....
Your Committee think it likely that harmonization within the EEC would in the first place be facilitated by the adoption of imputation here. 4 Both the Select Committee and the Government, in' finally adopting the former's recommendations, have acknowledged that they were influenced by the developments in the EEC and the trend towards harmonization of corporate taxation which was and is manifesting itself there. 46 However, as has already been stated, it is difficult to accept that these so called "trends" reflect any overall pattern. A brief chronological outline will serve to show how haphazard these developments have in fact been.
In 1953 West Germany changed from a classic system of corporate taxation, similar to ,that now in operation in he United States and in the United Kingdom, to the two rate system. In 196o the Dutch Government proposed to its Parliament that it switch from the classic system then in effect to the German tax system. In 1963 the Neumark Report also recommended the adoption of the German two rate system by the member countries of the Common Market, and in that same year Belgium moved from its schedular system of taxation, which imposed tax on different categories of income, to a system which combined individual tax assessment with a corporation -tax liability. The structure which finally emerged in Belgium as regards taxation of corporate profits was a credit arrangement with an element of the German two rate system. 1965 saw the United Kingdom, after many years, abolish its credit system in favor of the classic system. France, in the meantime, switched from the classic system to the imputation or credit system. In the same year, no doubt as a result of the changes in Britain and France, the Dutch Government withdrew its proposal of 196o and announced its intention to introduce the French imputation system.
In 1967 the German Finance Ministry recommended a move from the two rate system to the French imputation system. One year later the Dutch Government abandoned its proposal to adopt the imputation system and stated that it would retain, for the time being, the classic system of taxation. Italy, having finally decided in 1963 that it should do something to reform its corporate tax laws, moved from its then existing schedular structure to the classic system. Throughout this entire period Luxembourg maintained a discreet silence: it studied the various systems and decided that, pending developments in the Common Market, it would keep its existing classic system. 7 Possessed with the insight peculiar to governments, the United Kingdom has apparently managed to detect a trend in these various developments. Presumably it is in keeping with this trend that it has now decided to replace its own classic structure with the imputation system. This chronology of tax "happenings" would not be complete, however, without mentioning at least two other events. The first concerns the recent furor in France over the fact that, by virtue of the imputation system, the French Prime Minister had avoided paying any income tax at all for some period of time. While the actions of M. Chaban-Delmas were apparently quite legal, the publicity given to the tax advantage derived by a comparatively few people holding shares and able to utilize the credit under the imputation system may well make the latter politically unacceptable in the future, whatever may be its inherent economic attractions. Indeed, there is now a bill before the French National Assembly to abolish the system entirely and replace it by an arrangement under which the corporation tax would be reduced from its present rate of fifty per cent to twenty-five per cent and the savings to the corporation (twenty-five per cent) would be distributed to shareholders and company employees on an equal basis 8 Obviously, such a bill may very well find strong support among management, shareholders, and wage earners alike, although the French Treasury is unlikely to be particularly enthusiastic about it, given the fact that the latter stands to lose some i. 7 billion dollars annually if it becomes law.
It should be noted that the repercussions which followed the publication of the French Prime Minister's tax returns have not been confined to France. West Germany has felt it advisable to examine its own decision to adopt the imputation system and it now seems quite dear that, regardless of the outcome of this reappraisal, the proposed tax reforms will not be adopted by January 1, 1974, as previously thought 9 Even more confusing in the context of these supposed trends towards corporate tax harmonization is the issuance of the van den Tempel Report in I97O on corporation tax and individual income tax in the EEC which was made at the request of the Commission of the European Communities. After an intensive analysis of the three alternatives available, this study concludes that, viewing the domestic and international aspects of the various systems together, the classic system is the most " This history is noted in the study undertaken by Professor A. I. van From this encapsulated history of corporate tax development in Europe, it would appear that the statement of the Select Committee, which has, in fact, been accepted by the Chancellor of the Exchequer, that the adoption of the French type of imputation system would contribute to the harmonization of corporate taxation in the Community is, at best, optimistic and, at worst, incorrect.1 2 Be that as it may, we have now on record the Chancellor's proposal to introduce such a system in the United Kingdom in 1973, and it is this system which an investor will have to take into account in structuring his existing or future investments in the U.K.
B. Imputation and -the Overseas Investor
Although it is quite clear that the imputation system introduces many technical complications into the tax laws, creating an extra burden on both tax administrator and taxpayer, it is with the international aspects of the tax that the overseas investor will be most concerned at this time. And here he is clearly placed at a distinct disadvantage. According to the Finance Bill now before the U.K. Parliament, profits of a company resident in the United Kingdom will be subject to corporation tax of, say, fifty per cent, whether or not distributed. If, however, dividends are subsequently paid from these profits to domestic shareholders, the company will be required to make an advance payment of its corporate tax equal to three-sevenths of the dividend paid to the shareholders. The latter will then be entitled to a tax credit of the same amount against their own income tax liability for the dividends which they receive.P If this system were completely non-discriminatory, foreign shareholders would, of course, be entitled to daim the same credit. However, foreign shareholders, who do not pay British income tax, are not able to benefit from the system unless a cash refund is actually made to them. Without such a refund the position of the foreign shareholder in a domestic concern is inferior to that of the local shareholder owning shares in the same company. " However, it should be stated that the Select Committee appeared to recognize that the adoption of the imputation system may well be no more than an interim step towards harmonization along the lines recommended by Professor van den Tempel, SELEar Comm. oN CoPoRA-ToNr TAx, supra note 41, at 128, though its reference to a "spontaneous harmonization" occurring within the Six, id. at z31, para. 5o6, does not appear to be supported by the evidence.
"Finance Bill (Bill 111) 1972, ci. 79(2). The actual rate of corporation tax for x973 will be fixed by the Finance Act 1974 as is normal. However, in the White Paper published with the Finance Bill 1972, the Government has used a rate of 5o% to illustrate how the system will work. U.K. Government White Paper, published by order of the Chancellor of the Exchequer as Rsozm os' Cor'oaxRioN TAx, pointed out, it is precisely this discriminatory feature which provides one of the stronger incentives for preferring this system of corporate taxation in Britain over the two rate arrangement. Its existence automatically places the United Kingdom irr a stronger position from which to negotiate or renegotiate double taxation agreements with other jurisdictions.
In order to eliminate some of the discriminatory aspects of the system as regards nonresident shareholders, the Finance Bill has reserved power to the Government to extend the tax credit to those countries with which the United Kingdom presently has double taxation agreements.
5 4 However, while it seems reasonably clear that such credit will be made available to individual shareholders resident in these countries, there is no indication as to how the United Kingdom intends to deal with dividends paid to foreign, parent corporations in these jurisdictions. 5 5 The difficulty which could arise inf this respect is well illustrated by the attitude of the authorities in France, who have made it abundantly dear that the French tax credit will not -be extended to cover those situations in which the shares of a French company are held by a foreign corporation. If, for example, a U.S. company holds more than a ten per cent interest in a Freffch concern, it will not be entitled to any credit on dividends which it receives from the latter, even though it may be able to show that such dividends are passed on to its own individual shareholders in the U.S. 56 If Britain adopts the same approach, the problems for the American corporate investor may be considerable. As and when distributed as dividends, profits from British based enterprises may have to bear an aggregate British tax in excess of the U.S. rate. 7 This, of course, would create surplus foreign tax credits for the United States parent company, the usefulness of which would depend on -the existence of other overseas income bearing tax at a rate lower than the existing federal tax rate 8 In case it be thought that the imputation systems as proposed in the United Kingdom is being designed especially to discriminate against foreign companies which is now drawn, it appears that there will be no withholding tax payable under the new system when dividends are distributed to a non-resident corporate shareholder. Finance Bill (Bill 111) 1972, C. have or are considering corporate investment in Britain, it should be made clear that British multi-national companies which derive most of their own income from investments outside the United Kingdom also have grounds for complaint under this new scheme. As the advance corporation tax in respect of any distribution may only be set off against the company's liability on income charged with corporation tax, dividends paid from foreign source income which has borne no United Kingdom tax because of double taxation relief will, in effect, suffer the economic double taxation in the hands of the shareholders which the imputation system is supposed to avert.5 9 If, for example an English company earned all of its profits abroad and paid foreign tax at fifty per cent on such income and if the individual shareholders were paying personal tax at a marginal rate of forty per cent, the net value of the dividend paid to the shareholders would be thirty per cent of the company's profits because no setoff would be available to the distributing corporation under the proposed rules. If, on the other hand, the U.K. company earned all of its profits domestically and paid only U.K. corporation tax at, suppose, fifty per cent, then the net value of the dividend to the recipient would be forty-five per cent of the total profits, since the full set-off would be available.
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The Government Green Paper on the Reform of Corporation Tax made it quite clear that in no case will the United Kingdom tax in respect of corporate distributions be allowed to fall below a set minimum. For example, if the potential rate of corporatior tax on distributed profits were less than thirty per cent because of foreign tax credits allowed in respect of the company's income, the payment of the three-sevenths of the dividend to the Inland Revenue, as required under the Finance Bill, 6 would mean! that the company would, in effect, be paying a supplementary charge comparable to the prcompte mobilier imposed in France on dividends paid out of profits which have not borne French tax. 62 By requesting the U.K. company to pay over such an amount in respect of each distribution, the British Exchequer will avoid having to credit or repay to shareholders tax which it never received. In essence, therefore, the company will continue to act as it does at the present time; that is, as a collecting agency for the advance payment of income tax by shareholders on dividends paid to them. This, of course, is different from the normal case in which tax is withheld on dividends paid out of profits which have borne full United Kingdom taxation. There the withholding is regarded as "'Finance Bill (Bill 111) 1972, d. 8o(i) . However, in this situation, the Bill does permit the company to carry back the advance corporation tax and set it off against corporation tax paid in the two years prior to the accounting period in question, or to carry it forward one year for set-off purposes. Id. ci. 80(3,4) .
" This discrepancy was recognized by the Chancellor of the Exchequer, supra note x, at 1358-6o. As a concession, therefore, the Finance Bill (Bill I1) 1972, cl. 94, extends the "overspill relief" at its 1971-72 level until 1976-77. This relief was introduced in x965 to compensate companies trading overseas for loss in foreign tax credits brought about by the reduction in U.K. taxes against which credit for foreign taxes could be taken. See Finance Act x965, ch. 25, § 84.
an advance payment of corporation tax and not as income tax paid on behalf of the shareholders. 3
C. Harmonization of Corporation Tax
Although it is unlikely that corporation taxes will be harmonized in Europe in the very near future, some attempts have been made to approximate the laws of the member states in certain specific areas. Thus, in 1969, drafts of two directives were submitted to the Council of Ministers which were designed to create a common tax system throughout the EEC to deal with reorganizations between companies and with the assessment of a parent company having subsidiaries in different member countries. 6 Neither draft has been adopted as yet by the Council, and it is thought unlikely that they will be in their present form. 65 The two proposals of the Commission are indications of the complexity of the problem confronting the Community in harmonizing the corporation tax laws of the member states. More than ten years ago the Commission set up a working party to study the basic provisions for computing income and similar taxes levied on enterprises by the member states, particularly in respect of such matters as depreciation, investment incentives, valuation of inventories, and treatment of capital gains and losses. In the report which was subsequently issued, the working party noted the widespread differences which existed in the local laws dealing with these matters and emphasized that all of these differences had some bearing upon the ultimate goal of full economic integration of the Common Market. Not surprisingly, however, the report offered very few recommendations as to how these disparities could be Although the drive to establish a European company will assist in the harmonization of the tax laws, it is felt that this particular concept is not vital to such harmonization. The creation of a European company will not in and of itself provide solutions to the very fundamental problems involved in rationalizing the diversity of tax laws which presently exists in the EEC and which, as the Neumark Report rightly points out, reflects, in many instances, deeply engrained social and political values. 6 7 While there is good authority for believing it unlikely that France or Germany will ever be prepared to abolish a system which militates against economic double taxation of corporate profits, 6 recent developments have thrown some doubt upon the accuracy of this conclusion. 69 Moreover, if the real aim of any tax law is the reduction of the overall burden on corporate profits, as and when received by the shareholders, then there is much to be said for retaining the classic system while reducing the rate of corporation tax. 7 " This would, in itself, eliminate many of the complications, technical and otherwise, which are involved in applying the imputation and the two rate system and, at the same time, would secure a neutrality of tax burden in the international field which Professor van den Tempel and others believe to be an essential prerequisite for any harmonized system in the Common Market.
71

III
INDUSTRIAL AND REGIONAL DEVELOPMENT
Apart from the explicit changes in the tax laws of the United Kingdom which have been announced, the Chancellor of the Exchequer's Budget statement of x972 also proposed substantial amendments to the system of investment incentives available in the United Kingdom. These new incentives, effective March 22, 1972, provide an extremely attractive inducement for overseas business contemplating investment in the U.K. 7 " Indeed, it is this very attractiveness which may create difficulties for Britain as and when it becomes a full member of the Community. 73 The incentives announced by the Chancellor of the Exchequer fall into two categories: the first consists of improved tax allowances and depreciation rates for Claudio Segr6, Chairman). The reasons for introducing the imputation system to replace the classic arrangement are not particularly convincing in the first place. Although both France and Germany contend that the former is more conducive to the creation of a large, smooth-working capital market, this argument scarcely bears close examination, given the fact that the two largest capital markets in the post-war world have experienced their period of greatest development under a classic system of corporation tax. A possible and more persuasive explanation is that the move towards the new structure is the result of pressure from institutional investors which obviously have a great deal to gain from the change. land-clearance areas, they will be confined to capital expenditure on buildings only. 7 4 An interesting point to note as regards the tax intentives is that they will be given on the full capital expenditure incurred in acquiring new plant, machinery, and so on, notwithstanding that part of the expenditure may be financed by regional development grants. This contrasts sharply with the legislation in effect prior to March 22, 1972. Under the earlier law, sixty per cent (eighty per cent after July o, 197 0 of the expenditure for new or used machinery and plant facilities could be written off as depreciation for tax purposes in' the first year. The remaining part of the outlay could then be depreciated at a rate of twenty-five per cent on a declining balance. 7 ' However, depreciation was based upon the actual expenditure incurred by the taxpayer: if any subsidies or grants were received from the Government, then the basis for depreciation was reduced by a corresponding amount.
The new proposals envisage several changes. Free depreciation in the form of a ioo per cent first year allowance will be permitted throughout the country on all investment in plant and machinery (other than passenger cars). This depreciation will apply equally to new and used equipment, regardless of whether the investment takes place in a development area or not. At the same time there will be extended to all companies the right, previously confined to companies in development areas, to carry back trading losses attributable to free depreciation and to set them off against profits for the three preceding years. 78 In addition, new industrial buildings and structures will receive an initial allowance in the first year of forty per cent, so that the level of tax allowances will be the same for all qualifying buildings, both inside and outside the assisted areas.7 7 Regional development cash grants will be made available for up to twenty-two per cent of the cost of new plant, machinery, and buildings established in or used in special development areas. 78 Up to twenty per cent cash grants will be available x972, cI. 65(2)(b). The term "free depredation" is a little misleading in that, save in the case of new ships, it really amounts to an increase in the amount which can be written off in the first year. If the total expenditure is not deducted in the first year, the remainder can only be written off at the rate of 25% on a declining balance. for new equipment and buildings in ordintary development areas and for buildings in the intermediate and derelict land clearance areas.h Clearly, the incentives are quite generous, and with the extension of the areas in the U.K. which are eligible to receive them, they provide a most attractive inducement for investment in the United Kingdom. However, notwithstanding the fact that there is apparently no time limitation on incentives other than those peitaining to the derelict land clearance areas, it is possible that when England becomes a full member of the Common Market, these incentives may have to be adjusted to meet the requirements established by the EEC. The Community has made it quite clear that, as a matter of principle, competition within the EEC should not be affected by direct measures of the member states such as aids. In order to eliminate any distortion of this kind, the domestic laws and the measures of each country are required to conform to the criteria laid down in Article 92 of the Rome Treaty. This particular provision recognizes that regional aids given by individual member states cannot be abandoned entirely, and certain types of assistance are thus accepted automatically as being compatible with the Common Market. 80 Other forms of help which do not fall within these prescribed categories, however, are subject to approval by the Commission which has been given very broad powers under Article 93 to examine all systems of aid adopted by the member countries and to order such changes to be made to them as may be necessary to ensure compatibility with the aims of the EEC.
Although it is doubtful that Britain's overall regional aid program will be proscribed by the Commission, it is possible that certain aspects of it may have to be altered to comply with criteria established under Article 92. The tax incentives which have now been made available to all parts of the U.K. may be particularly vulnerable in this regard."' CONCLUSION This paper has attempted to deal with just a few of the many implications in the field of taxation of Britain's joining the Common Market. Some of these implications have already manifested themselves in the tax reforms proposed by the present Government in the United Kingdom, especially as they relate to the introduction of the VAT in i973 and the move to the credit or imputation system of corporate taxation.
At this stage, there is little point in going into the merits or demerits of a value added tax for Great Britain: its advent is a foregone conclusion, whether the country 70 Id. These grants will only be available for two years in derelict land clearance areas. Id. at 11. themselves are anywhere near as ready to deal with the problems with which they will be faced in I973. s T In this area, at least, some confusion is inevitable.
Further confusion can also be expected as and when the technical inadequacies of the legislation become apparent and conceptual anomalies are exposed. However, while these may have some effect upon the foreign trader dealing with the United Kingdom, there is nb reason to think that such obstacles will pose insuperable problems.
A far greater source of difficulty will be the need to adjust the United ingdom's "This, of course, is one reason why some writers are advocating a delay in the introduction of the VAT in the United Kingdom similar to that requested and obtained by certain member states in the Common Market. See, e.g., Thorne, stupra note 84, at 24. However, all businesses are to receive a general guide to VAT late in the summer of 1972. See THE EcoNomisr, Apr. 8, 1972, at 62. legislation to meet the requirements of harmonization in the EEC. As previously noted, 88 the European Commission has already indicated that by 1973 it intends to introduce a proposal for harmonization' of the VAT base, and this in itself could result in far reaching changes in the British law. The Commission's avowed intention to develop a uniform definition of the tax base, to define taxable and exempt activities, to establish methods for determining the base, and to create special measures to deal with particular sections of the Community's economy"' may well require a complete change of emphasis in the VAT legislation of the United Kingdom.
The changes in the corporation tax system will, of course, have an even greater impact on investment in Great Britain. Mention has already been made of the fact that the imputation or credit system of corporation tax, as presently conceived, will discriminate against the overseas company establishing a branch or a subsidiary in the United Kingdom, 9 0 though just how far this will affect a United States corporation will depen'd in part on how the Double Taxation Agreement between the United Kingdom and the United States is renegotiated. Despite the fact that the United Kingdom has preferred the imputation system because of the increased strength which it will give the British bargaining position in such negotiations, 91 there is no reason to believe that the Internal Revenue Service and members of the United States Treasury are not fully able to take care of themselves in future discussions concerning the agreement. Indeed, an examination of the renegotiated convention which resulted from the 1965 changes in the British tax law bears eloquent testimony to their competence 9 However, until such time as the Double Taxation Agreement is renegotiated, following the proposed changes in the United Kingdom corporation tax, there is bound to be a period of uncertainty, with all the attendant problems attached to it. As regards the overall benefits which may be derived from these various proposals, these will obviously depend to a considerable extent upon the developments which occur after Britain's accession to the Common Market. In this particular respect it is as well to recognize that, from a general economic point of view, the United Kingdom's joining the EEC is essentially an act of faith. 3 -NAT'L INsrrTa EcoN. REv., Aug., 1971, at 35-36. In the writer's opinion, this is the best and most .objective summary of the static and dynamic economic results which may ensue from the U.K.'s entry -into the EEC. It should be noted that one of the more important conclusions reached in this study is ,that the medium and long term advantages (the so-called "dynamic benefits") cannot be estimated with .any degree of precision and, in any case, depend upon certain satisfactory policy adjustments in the IT.K. and the acceptance of certain political assumptions. Id. at 57-58.
ardent pro-Market advocate will not deny that, in the short term, there will be considerable expense involved in the United Kingdom's entry and a severe strain put upon its balan'ce of payments by the possible outflow of investment from Britain into the Common MarketY' However, assuming that the minimum growth rate of one half of one per cent a year is achieved, the country would in five years have an annual increase in resources in excess of one billion poundsf 5 Thus, for those prepared to commit themselves to this act of faith, the advantages, medium and long term, which could ensue from the proposals may be considerable. For the more skeptical, however, the suggested changes will probably be regarded as heralding a false dawn rather than the start of a new day. 
